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Research on multinational inter-organizational relationships has demonstrated that the capabilities of small and medium sized enterprises (SMEs) can be developed via partnerships, but at present, we lack studies that relate the development of such capabilities to the management of business governance structure. This study provides a new perspective on internationalized SME marketing strategies in the global context. Using a dynamic capability view of firms, the study develops hierarchical regression models linking global dynamic capabilities and governance structure. This study empirically verifies the research framework from 206 internationalized SME Taiwanese firms. The results confirm previous studies that indicate positive correlations between market orientation, learning orientation, and global dynamic capabilities. The results also indicate that the development of global dynamic capabilities impacts the choice of governance structure in firms. Our study suggests that internationalized SMEs strategically manage their autonomy and strategic options by choosing combinations of different relationship types while they decide to develop global marketing capabilities and global design capability, or both. The study also found that market orientation and learning orientation act as enabling mechanisms for building global dynamic capabilities.
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INTRODUCTION

Issues of inter-firm relationships and governance mechanisms have received considerable attention in literature on marketing. However, since most studies emphasize the effect of inter-firm governance mechanisms on resource allocation or firm performance, they are of little help in the study of how governance mechanisms are connected to the development of a firms' capabilities (Mota and de Castro, 2005), especially in an international inter-firm relationship. Most previous related studies have been made with the assistance of inter-organizational relationships on organizational capabilities but were limited by resource constraints. Internationalized SMEs cannot get access to abundant resources as large firms do to maintain the relationship with foreign firms and capitalize on the relationship. As a result, the relationship-capability-performance inference method does not apply to SMEs, especially those engaged in internationalization, thus it is necessary to adopt a back-stepping method to logically explore how the required capacity can be used to achieve the foreign relationship, which is also the purpose of this study.

A relationship is a mechanism through which firms continually combine existing resources and capabilities with the resources of their counterparts (Dyer and Singh, 1998; Mota and de Castro, 2005), to obtain new knowledge and develop new capabilities (Dyer and Hatch, 2006; Furlan et al., 2007). The use of the word relationship here refers to a mechanism constructed by the psychological cognition among individuals or organizations. When the relationship becomes closer, it means that there are many consensus, norms, beliefs, and values, which make individuals or organizations trust others and share information and knowledge at the psychological level. This study assumes governance, which is conceptualized as contractual and relational governance, to exhibit how SMEs align the composition of their governance mechanisms with the development of their capabilities.

Departing from the dynamic capability of firms, our study explores which organizational capabilities impact small and medium size enterprises (SMEs) choices in terms of governance with their foreign partners (Knight and Cavusgil, 2004; Jantunen et al., 2005). Those firms with higher dynamic capability can reconfigure their processes and structures, and thereby acquire valuable resources while differentiating product mix and marketing activities from competitors (Teece et al., 1997; Eisenhardt and Martin, 2000; Jantunen et al., 2005; Ho and Tsai, 2006; O'Cass and Weerawardena, 2010). Particularly, the emergence of the knowledge economy, intense global competition, and considerable technological advances make dynamic capability increasingly important for international competitiveness. A better understanding of the origins of capability in a dynamic international context is required (Özsomer and Simonin, 2004; Chen and Hsu, 2009). Furthermore, since the choice of governance mechanism is determined by top managers, the better they understand the capabilities of the enterprise, the more they can make a correct judgment about the governance pattern.

During the process of decision-making, the psychological cognition of top managers may be affected by the performance of the company in terms of global dynamic capability and mastery of the international market. This study thus proposes a corresponding governance pattern. To integrate the concept of dynamic capability with international marketing, this study proposes global dynamic capability (GDC) and defines it as internationalized firms processes with essential flexibility and efficacy for maintaining the value of existing global customers, creating value-adding products and global market niches in response to the changing global environment. This study aims to explore the effect of GDC on a firm's governance choices.

In addition to addressing the question of how GDCs affects the governance of SMEs, the study aims to fill another principal gap in literature research by resolving the primary question of how to develop GDCs for an internationalized SME. Zollo and Winter (Zollo and Winter, 2002) outline that the efficiency of supporting mechanisms for capability establishment are occasional incidents attributed to the selective assignment of organizational tasks. Yet, existing empirical research focuses on driving mechanisms that promote the GDcs of internationalized SMEs, such as market (Hooley et al., 2005; Hult and Ketchen, 2005; Ho and Tsai, 2006) and/or learning orientation (Baker and Sinkula, 1999). Market orientation and learning orientations are systems and values followed by internal members within the organization at a cultural level (Baker and Sinkula, 1999). Organization members gradually establish values and norms toward market culture and learning culture after being unconsciously influenced by the process of socialization at the level of psychological cognition. Internal members of the organization identify with the organizational culture in terms of its intrinsic psychological motivations and have the same tacit understanding between each other, further strengthening the spread and internalization of internal information, and improving the important capabilities of the organization. In line with the path-dependent nature of capabilities (Schreyögg and Kliesch-Eberl, 2007; Wang and Ahmed, 2007), examining the effect of organizational mechanisms (market orientation and learning orientation, namely MO and LO) on GDCs in terms of foreign market advancement and the expansion of the internationalization of SMEs has a great significance. The present study evaluates these contributions by considering how and which GDCs are established and managed.

This study contributes to existing research. First, it investigates the phenomenon of internationalization among Taiwanese SMEs. Second, it emphasizes the importance of two key GDCs (global marketing capabilities and product-design capabilities, GMCs and GPDCs) that are leveraged by SMEs when deciding specific inter-firm governance. By exploring internationalized SMEs in Taiwan, this research provides empirical evidence that GDCs significantly influence their internationalized governance structure.



LITERATURE REVIEW AND RESEARCH HYPOTHESES


Global Dynamic Capabilities

According to Eisenhardt and Martin (Eisenhardt and Martin, 2000), dynamic capability refers to “the process of resource utilization by firms, particularly process in which firms embark on the integration, reconfiguration, acquisition and release of resources, so as to match and make changes in market” and “organizational and strategic routines based on which firms engage in new resources acquisition and allocation with the emergence, collision, separation, evolvement and extinction of markets” (p. 1107). Firms frequently undertake integration, reallocation, renewal, and recreation of resources and capabilities (Morgan et al., 2003; Schreyögg and Kliesch-Eberl, 2007) based on these processes, and what is the most important is that firms upgrade and reconstruct their core capabilities when faced with change, to keep their competitive advantages (Wang and Ahmed, 2007; Hsu and Wang, 2012).

Cadogan et al. (2002) believed that local and global differences make a significant difference to firm performance. In such a case, few studies have proposed that firms participate in competition by relying on their dynamic capabilities in foreign markets (Prange and Verdier, 2011; Pinho and Prange, 2016). This could be an option for internationalized enterprises that face rapidly changing surroundings accompanied by drastic international competition (Teece, 2007). Thus, globally reviewing the structure and operation of dynamic capability will contribute to constructing DC theory and developing more management-related opinions (Zhang and Chen, 2013).

Under the background of internationalization, Prange and Verdier (2011) define dynamic capability as a firm's engagement in the acquisition, improvement, and change of knowledge and routines in the development of capabilities, so as to affect the success of internationalization. Focus on the creation, implementation, delivery of foreign customers, and market value helps us to distinguish GDCs from dynamic capabilities (Fang and Zou, 2009). Major characteristics are indicated by these abilities: (1) systematically developing a global consistency while being conscious of particular characteristics in each country to promote the strategy customization of a country (Chen and Hsu, 2009); and (2) placing internal and external assets into adaption, integration, and reallocation to greet with opportunities in worldwide markets (Teece et al., 1997; Eisenhardt and Martin, 2000; Chen and Jaw, 2009). The survival and development of SMEs in overseas market are critically dependent on these efforts and capabilities (Abimbola and Vallaster, 2007; Chen and Hsu, 2009; Prange and Verdier, 2011).

GDC is also a high-order construct that includes various core capabilities (Morgan et al., 2003; Winter, 2003; Knight and Cavusgil, 2004; Jantunen et al., 2005; Zahra et al., 2006), as Chiarvesio et al. (2004) argue that globalization and the widespread diffusion of ICTs led traditional SMEs to develop design and marketing capabilities that they were not used to fostering. Therefore, the present study focuses on the capabilities of marketing (Coviello et al., 2000; O'Dwyer et al., 2009) and design (Cantamessa, 1999; Knight and Cavusgil, 2004; Swan et al., 2005; Abimbola and Vallaster, 2007). The study refers to suggestions from Prange and Verdier (2011); Hsu and Wang (2012), and Zhang and Chen (2013) by classifying GDCs into GMCs and GPDCs on account of the situation that better marketing and design capabilities can assist firms in dealing with the increasingly complex needs of customers in global markets or predicting rapidly changing technological advancement (Teece et al., 1997; Schreyögg and Kliesch-Eberl, 2007).



Relationship Between Global Dynamic Capabilities and Governance Mechanisms
 
Global Marketing Capabilities (GMCs) and Governance Mechanism

Global marketing capability is often regarded as a capacity involved in the coordination and integration of internal resources and skills in rapid response to changing foreign markets or customer needs (Coviello et al., 2000). Morgan et al. (2009) found that value-creation mechanisms of marketing capability are especially immobile and hard to replicate, and most of them are irreplaceable, which was empirically verified (Vorhies and Morgan, 2005). Synthesizing insights in literature, Vorhies and Morgan (2005) distinguished the contribution of marketing capabilities to business performance, including market information management, marketing implementation, selling, pricing, channel management, marketing communication, marketing planning, and product management (Morgan et al., 2009). Since implementing lower-level capabilities is a necessary condition for developing higher-level capabilities, we focus on four marketing mix capabilities based on marketing's 4Ps: pricing capability, product management capability, place (distribution) capability, and promotion (marketing communication) capability, which are thoroughly discussed in existing literature (Vorhies and Morgan, 2005). The 4Ps are an outstanding concept relevant to countries at different stages of development or cultural property expression (Özsomer and Simonin, 2004).

Developing marketing capabilities strengthens the ability of firms to seek and select customers for SMEs that are cooperative. The capabilities expand their market beyond its local scope. SMEs based on marketing tend to emphasize the exploitation of old certainties (March, 1991) on a wider market rather than exploring new possibilities in products and patterns of interacting with customers (Furlan et al., 2007). When the SME exhibits a higher level of marketing capability, it is likely to turn to contractual governance, for it is usually unfamiliar with international transactions, especially the conditions in local markets. Since the SME has insufficient confidence in market operations in other countries and cooperation with international firms, it is well-positioned to anticipate circumstances, with contractual governance mechanism selection for dealing with such scenarios. Thus, an internationalized SME tends to prefer a legal governance structure rather than uncertainty. An SME can also depend on its ability and experience to collaborate with foreign firms to execute contract terms. Based upon the above statements, this study proposes the following hypotheses:

H1. As SMEs Develop GMCs, Contractual Governance Becomes More Required.



Global Product-Design Capabilities (GPDCs) and Governance Mechanism

Product development and design are significant functions in developing and utilizing firm knowledge, especially in global competition (Slater and Narver, 1998). As a consequence, robust design capabilities provide more potential when developing products that are acceptable to more extensive targeted segments, events, and/or conditions and enable costs to be offset by anticipating organizational benefits (Cantamessa, 1999). As time goes on, the quantity of new components, parts, materials, and technologies across a product family decreased by achieving robust design. This means increasing the variety of product lines, keeping down the cost of manufacturing, accelerating the technological advancement of products, and facilitating new product marketing, thus resulting in a subsequent increase of the number and scale of target segments (Rindova and Petkova, 2007).

Broadly speaking, GPDCs spring up, which are involved in the creation of products, processes, and knowledge architectures that are robust across utilization, technology vicissitudes, and contextual differences. Swan et al. (2005) came up with four kinds of capabilities that are conducive to firm performance: (1) functional; (2) aesthetic; (3) technological; and (4) quality. Each functional domain is equipped with potential robust capability, no matter alone or in connection with others. Based on the definition, the breadth capability of a robust functional product contains product design with similar technologies but with versatility or adaptability which is extended to a significant family of variants concurrently available or easily modifiable for domestic and international uses. Robust aesthetic product capability needs products that are equipped with visual information and gratified in domestic and/or diversified foreign markets. Robust technology capability is composed of the selection of core product technologies and materials which meet the technical and customer needs of not only present product generations but also future product generations. Robust capacity based on quality involves addressing problems during the design process (Kaynak, 2003) that take initiative and exclude deviations from requirements that have been built in diversified surroundings (manufacturing, assembly, and customer service conditions) (Swan et al., 2005).

Design capabilities also facilitate the absorptive capacity of SMEs, which accelerates learning from customers and creates relevant rents that originate from reciprocal commitment (Dyer and Singh, 1998; Ploetner and Ehret, 2006). SMEs' closer relationships with other firms that are not necessarily situated in the original local cluster can be achieved by investment in design capabilities. SMEs based on design adopt design capabilities to open up the governance mechanism of relationships among firms and participate in more complicated and remunerative ones (ie. relational governance). After making investments in design capabilities for new knowledge channel exploration, they utilize this knowledge to modify their governance mechanism toward more autonomous allocations (Sidhu et al., 2007). This problem has been explored by Martin and Salomon (2003), who are aware of the fact that too much recessiveness can make an internationalizing SEM bear more. Their relational governance determines the success of design capability and makes it available for them to transform technological knowledge into commercially successful innovations. An SME based on design may have an interest in collaborating with large international firms that possess effective distribution channels for accessing other markets. Design-based SMEs reduce traditional relationships, they re-configure their governance mechanisms in a variety of ways that are contingent on the industry, products, and technologies, with little focus on contractual governance, the most on relational governance and others on both (Furlan et al., 2007). Our second hypothesis is:

H2. As SMEs Develop GPDCs, Relational Governance Becomes More Required.



The Ambidextrous Effect of Global Dynamic Capabilities on Governance Mechanism

According to March's (1991) view, developing marketing capabilities or design capabilities requires time and resource investments by the organization, indicating that it is a strategic decision to develop either type of capability or to concurrently develop both of them (Bitar and Hafsi, 2007). However, there is still a lack of understanding on the joint effect of GPDCs and GMCs. This study explores the concept of ambidexterity to explore these effects further. The concept of ambidexterity represents the combination of both GPDCs and GMCs via loosely coupled and differentiated subunits or individuals (Zhang and Chen, 2013), each of which specializes in either GPDCs or GMCs (Peng and Lin, 2019; Peng et al., 2019). However, ambidextrous organizations conduct inspections and other activities with speed and flexibility to offer new products or services in global markets (Andriopoulos and Lewis, 2009; Vahlne and Jonsson, 2017; Peng and Lin, 2019). The basic logic of GPDCs and GMCs are different and somewhat distinct. When selecting a capability to develop, firms are primarily concerned with how much investment different types of activities require. Developing GPDCs and GMCs simultaneously within the same unit not only involves scarcity of resources but also challenges the selection of governance mechanisms. However, several scholars have claimed that ambidexterity is a structural mode (Andriopoulos and Lewis, 2009; Peng and Lin, 2019; Peng et al., 2019), which enables firms to establish various organizational structures to engage in activities with contradictions and opposites through differentiation strategy. In other words, the concept of ambidexterity enriches SMEs with the driving force to develop GPDCs and GMCs simultaneously, which require both a flexible peculiarity possessed by the internal structure and cooperation from close partnerships. Thus, when the global market environment changes, GMC is not enough to help these firms achieve better performance, and GPDC is also needed. This indicates that there is an inherent ambidextrous relationship between GPDCs and GMCs, which informs our third hypothesis:

H3. As SMEs Develop Both GPDCs and GMCs, Relational Governance Become More Required.




Development of Global Dynamic Capabilities in Internationalized SMEs

Two causal mechanisms are conducive to the progress of GDC for internationalized SMEs: MO and LO (Baker and Sinkula, 1999). With support for building capabilities, managers can create an organizational context, such as organizational structure and organizational culture, to improve the efficiency and responsiveness of integrating, combining, and deploying resources (Hult and Ketchen, 2005). Chen and Jaw (Chen and Jaw, 2009) assert that GDCs adapt, integrate, and reallocate internal and external assets when they encounter opportunities in a global environment. Scholars have indicated that MO and LO can be regarded as indispensable cultural factors during the growth of an enterprise (Narver and Slater, 1990; Sinkula et al., 1997; Baker and Sinkula, 1999), influenced by the psychology of internal members within the organization, including factors such as collective identification, collective system, and collective norm, etc. A series of support initiatives are conducted by SMEs to pinpoint the internal and external assets that are utilized, integrated, and reallocated in determining which MO concentrates on the perception of external market information (Ho and Tsai, 2006; Teece, 2007; Wang and Ahmed, 2007) and LO concentrates on internal knowledge acquisition, assimilation, transformation and application (Eisenhardt and Martin, 2000; Zollo and Winter, 2002).


Capability-Building Support Activity: Market Orientation

Kohli and Jaworski (1990) and Narver and Slater (1990) suggest that the actions, decisions, and attitudes of senior managers “trickle down” organizational levels to the employees that implement strategies. This study adopts the widely-used perspective from Narver and Slater. MO and thus included three components: customer orientation, competitor orientation, and inter-functional coordination. It is agreed by most authors that all three factors are crucial, which gives a comprehensive view of a firm's ability in terms of the effective collection and utilization of market information (e.g., Narver and Slater, 1990; Kohli et al., 1993).

Globalization contributes to the occurrence of customers who are better organized, better informed, and more demanding (Knight and Cavusgil, 2004). MO may be extremely significant for capability-building, providing support mechanisms through information from other organizations, creating insights into how these should be managed in response to market circumstances (Slater and Narver, 1995; Ho and Tsai, 2006). Based on the background of risk in export, Morgan et al. (2003) put forward two types of export knowledge deriving from the knowledge-based theory: market information and knowledge related to experience. The former identifies with the KBV's conceptualization of “informational” (also regarded as “declarative” or “know-what”) knowledge of customers, contenders, and channels (Morgan et al., 2009), and more extensive environmental data organized to endow meaning (Kogut and Zander, 1992). The latter conforms to the KBV's conceptualization of “experiential” (also known as “procedural” or “know-how”) knowledge concerning accumulated skills that enable the effective and efficient fulfillment of required tasks. These enhance the GMCs and GPDCs of SMEs. GMCs and GPDCs may lead to the overlap of low-level targets on account of discrepancies in business requirements, both are common in creating superior customer value and satisfaction (Kaynak, 2003; Hult and Ketchen, 2005; Jantunen et al., 2005; Menguc and Auh, 2008; Chen and Jaw, 2009). To evaluate how internationalized firms improve market performance in multiple countries, MO assumes that capability-building supporting activities integrate available informational and experiential knowledge (Baker and Sinkula, 2002; Knight and Cavusgil, 2004) in concerned GDCs as a pivotal theoretical premise. In the same way, firms in international markets may hunt for more market knowledge relating to a specific place in order to select resource combinations that enable high productivity and that make them more effective and efficient in GMCs and GPDCs (Zhang and Tansuhaj, 2007; Morgan et al., 2009) than those in local markets. Based upon the above argument, we propose the following hypotheses:

H4a. MO Is Positively Related to GMCs

H4b. MO Is Positively Related to GPDCs



Capability-Building Support Activity: Learning Orientation

Baker and Sinkula (1999) regard LO as a series of organizational values that concern an exporter's knowledge creation and utilization, outlining that it is a progressive learning concept (Double-Loop Learning). These values prompt organizations to perfect extant paradigms and promote paradigm transfer (Miner et al., 2001). Thereby, LO is available to augment the heterogeneity and scope of an exporter's knowledge, as well as improving organizational effectiveness. Sinkula et al. (1997) accounted for LO based on three dimensions: dedication to learning, open-mindedness, and shared vision. LO is regarded as a set of organizational values, with abilities in knowledge creation, dissemination, and utilization (Sinkula et al., 1997). It goes beyond adapting to changes in marketplaces and involves knowledge-questioning values that induce generative learning (Sinkula et al., 1997). An organizational learning culture thus manifests as a behavioral norm that has an impact on market information development and processing (Zhang and Tansuhaj, 2007).

GDCs can be acquired through LO mechanisms and mechanisms of organizational internal knowledge integration (Baker and Sinkula, 1999, 2002). According to Liu (2005), dynamic capabilities establish competitive advantages during procedures of knowledge learning. Furthermore, the comprehensive learning mechanisms of internal knowledge are conducive to dynamic capabilities and competitive advantage enhancement (Eisenhardt and Martin, 2000). Lumpkin and Lichtenstein (2005) argue that organizational learning includes improving practices and developing into new fields through new knowledge creation, new understanding establishment, misalignment detection, and correction, which may accelerate entrepreneurial efforts. As Jantunen et al. (2005) describe, value creation involves ways of recognizing entrepreneurial opportunities and forward-looking strategic orientation that are significant for the framework of dynamic capability. Since GDCs are built on the consolidation and adjustment of resources, a learning culture contributes to the shared explanation of knowledge, strives for a more efficient and faster way to develop organizational routines in an international firm (Slater and Narver, 1995), and assists in transforming accumulated resources into GMCs and GPDCs (Fang and Zou, 2009). As a consequence, internationalized SMEs possessing high LO will largely adopt learning activities for GDCs development. Hence, this study proposes the following hypotheses:

H5a. LO is positively related to GMCs.

H5b. LO is positively related to GPDCs.

Building on the above contributions, we thus present our conceptual GDC model of internationalized SEMs in Figure 1.


[image: Figure 1]
FIGURE 1. Conceptual framework.






METHODOLOGY


Sampling and Procedures

Most empirical studies correlate dynamic capabilities with firm performance and/or the examined success (or failure) of firms in developed nations such as the US (Knight and Cavusgil, 2004; Swan et al., 2005), Australia, New Zealand (O'Cass and Weerawardena, 2010), the UK (Morgan et al., 2003), and Finland (Jantunen et al., 2005). This study used a sample of Taiwanese SMEs.

The survey of targeted SMEs, which are defined as enterprises with <500 employees, was conducted by computer-assisted telephone interviews. This study surveyed informants' (CEOs, vice presidents, senior managers) knowledge and responsibilities in companies. These top managers know the company's businesses and are familiar with actual situations of internationalization, capability development, and operation. We sent 1,000 questionnaires and received 224 completed answers, a response rate of 22.4%. After eliminating 18 invalid questionnaires, there were 206 left, with an effective response rate of 20.6%.

When self-reported questionnaires are used to collect data at the same time from the same participants, common method variance (CMV) may be a concern. A post hoc Harman one-factor analysis was used to test common method variance (Podsakoff and Organ, 1986). The factor analysis produced neither a single factor nor one general factor that accounted for the majority of the variance. According to the results, the test thus failed to identify that common method variance was a problem.



Measures
 
Market Orientation

Consistent with previous marketing literature, we operationalized this construct as a higher-order construct of customer orientation (six items), competitor orientation (four items), and inter-functional coordination (five items) developed by Narver and Slater (1990).



Learning Orientation

Following Baker and Sinkula's (1999) study, we have defined LO as a “higher-order construct composed of commitment to learning, shared vision, and open-mindedness,” including four items for commitment to learning, five items for a shared vision, and another four items for open-mindedness.



Global Marketing Capability

GMCs were measured via a seven-point scale developed by O'Cass and Weerawardena (2010) to capture the capacity of firms to use marketing tools and reach target global markets effectively, by focusing on firms' capability to undertake key marketing functions in the global context.



Global Product-Design Capability

We adopted a conceptual framework, developed by Swan et al. (2005), and identified four dimensions for measuring GPDCs, including three items for functional capability, three items for esthetic capability, three items for technological capability, four items for Quality-based capability.



Ambidexterity

Of particular interest is our derived measure of ambidexterity. Following Gibson and Birkinshaw (2004), we created this construct as a multiplicative term of marketing capability and design capability. This approach is also consistent with the theoretical conceptualization of the term ambidexterity (e.g., Tushman and O'Reilly, 1996).



Relational Governance

Following the research of Claro et al. (2003), two dimensions constructed relational governance: joint planning (four items) and joint problem solving (four items).



Contractual Governance

We measured contractual governance using a formative scale taken from Ferguson et al. (2005), examining the extent to which legal ties have been implemented in the exchange, using four items that we have adapted to the global context. Above all items were shown in Table 1.


Table 1. Scales items factor loading.
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Control Variables

Firm size is an important dimension of the study. The upper size boundary for a small and medium-sized firm lacks consensus, but the current study adopted a common choice, namely 499 (Hooley et al., 2005). In addition to considering the size of small and medium-sized enterprises, their capital amount, profitability, and international experiences, the control variables used by Swaminathan and Moorman (Swaminathan and Moorman, 2009) should also be taken into consideration, which includes marketing, advertising, and R&D expenditure.





RESULT AND ANALYSIS


Reliability and Validity

This study adopts confirmatory factor analysis (CFA) using AMOS 23.0 to measure and also takes into consideration the criteria of convergent validity set by Hair et al. (2010), that is, (1) All the standardized factor loadings must be >0.5 and reach the level of significance (2) the value of composite reliability (CR) must be higher than 0.7 (3) the average variance extracted (AVE) must exceed 0.5. As all the coefficients of the factor loadings of measured variables in this study are >0.5. All the measured variables are significant, so the measurement model studied has considerable convergent validity. What is more, the CR and AVE values of the variables in this study range from 0.77~0.98 and 0.53~0.93 respectively, and all the variables showed good fitness, indicating good convergent validity between the variables in this measurement mode (shown in Table 2). All three criteria for convergent validity were met, and correlation coefficients were less than the square root of the AVE within one dimension, suggesting that each dimension in this study had good discriminant validity.


Table 2. Scales measurement.
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The Relationship Between Global Dynamic Capabilities and Governance Structure

To investigate the relationship between internationalized SMEs' global dynamic capabilities (GMCs and GPDCs) and governance structure (relational governance and contractual governance), this study divided the sample into four subsamples. Following K-means algorithm (Hartigan and Wong, 1979), groups were constructed based on GMCs and GPDCs as low GPDCs/GMCs (lack of orientation), low GPDCs/high GMCs (GMCs oriented SMEs), high GPDCs/low GMCs (GPDCs oriented SMEs) and high GPDCs/GMCs (ambidextrous SMEs). A paired sample t-test was conducted on the summed mean for the relational and contractual governance, the results of which are shown in Table 3. Some significant differences were found between the relational and contractual governance in groups 2, 3, and 4. This demonstrates that GMCs-oriented SMEs will have more preference on relational governance than contractual governance that H1 is not supported.


Table 3. Paired sample t-test of relational and contractual governance.

[image: Table 3]

If GPDCs-oriented SMEs cooperate with foreign partners by contract as they develop a foreign market, face the product demand of various customers, and devote themselves to GPDCs, they will not be able to acquire effective information about the products on the market. Relational governance, joint planning and joint problem-solving will be conducive to promoting interaction between manufacturers and their foreign partners, as they are willing to provide complete and accurate information and exchange it with each other, so manufacturers can combine this information with internal existing products efficiently and advance their GPDCs. Thus, H2 gains support. Finally, to test the ambidextrous effect of developing GMCs and GPDCs together, we found a significant difference between the groups, indicating that ambidextrous SMEs prefer relational governance over contractual governance. Thus, H3 was supported.



The Impact of Capability-Building Support Activity on Global Dynamic Capabilities

The hypothesized relationships were tested based on hierarchical multiple regression analysis. Hierarchical regression enables analysis of the proportion of variance that is shared exclusively with each additional variable. As shown in Table 4, all proposed relationships are significant. The coefficient on the relationships from the market orientation to GMCs and from the market orientation to GPDCs are.631 (p < 0.01) and.611 (p < 0.01) respectively. These positive relationships suggest that H4a and H4b are supported.


Table 4. Tests for the impact of capability-building support activity on global dynamic capabilities.

[image: Table 4]

In H5a and H5b, we predicted that the learning orientation has supported the development of global dynamic capabilities in all two dimensions: GMCs and GPDCs. As shown in Table 4, we have found that learning orientation positively influences both GMCs (β = 0.215, p < 0.001) and GDCs (β = 0.223, p < 0.001). These positive relationships suggest that H5a and H5b are supported.




DISCUSSION AND IMPLICATIONS

A major area of contribution to the literature is the evaluation of alternative global dynamic capabilities as determinants of the governance structure. Two key global dynamic capabilities, GMCs and GPDCs, are the central players in explaining a firm's selection of governance structure. Both global dynamic capabilities seem to be core to how marketing works, but no previous studies have confirmed their concurrent contribution in the international context.

Two capability-building support mechanisms, MO and LO, support the two key global dynamic capabilities. This finding is broadly consistent with Hooley et al. (2005), except they do not support H5. MO has a strong influence on GMCs and, as expected, a stronger influence on GPDCs. This part also works in concert with previous studies, indicating that superior and deeply rooted organizational culture is conducive to improving communication and psychological distance among members within the organization (Peng and Lin, 2017; Peng, 2020), strengthening collaboration opportunities between each other and improving the GMCs and GPDCs required by enterprises for leverage application in the international market. Moreover, according to the viewpoints on resource management of Sirmon et al. (2007), organizations should use various processes to realize resource combinations, including acquiring, accumulating, and divesting. The learning orientation discussed in this research means creating competitive advantages or intangible assets, which are used to add value for enterprises as their employees acquire knowledge. This concept encourages people to develop and accumulate resources in the internal organization, which happens to coincide with Sirmon et al. (2007) in terms of “accumulating.” Thereinto, MO and LO are two kinds of organizational culture, as ambidextrous culture proposed by Liu et al. (2019) that not only motivates employees to act based on their intrinsic psychological needs such as autonomy, competence, and relatedness, but also further promotes the overall active involvement of organizational members in the development, communication, dissemination, and implementation of organizational goals.

Additionally, the so-called MO means acquiring resources in the external market, which is also similar to Sirmon et al. (2007)'s “acquiring.” Furthermore, this research regards MO and LO as important factors in building global dynamic capabilities, which means that even though the organization uses internal or external relationships to realize resource accumulation and acquisition, it must query and recombine this channel to equip itself with unique marketing ability. The ambidextrous organizational culture of MO and LO emphasizes the involvement and participation of employees, which is aligned with the viewpoint that global dynamic capabilities are achieved by knowledge integration and through the innovative behavior of employees (Meyer et al., 2010; Liu et al., 2019; He et al., 2020 also indicated that the capability cultivation of an organization comes from the accumulation of operation and interaction by knowledge and the psychological characteristics of all employees in the internal process of the organization. Thus, norms formed by a strong culture will strengthen the social network among employees, which is more conducive to improving the efficiency of learning the application and knowledge of new technologies (Peng, 2020). That is, LO shapes the organization's attitude to query and screen resources, which agrees with Sirmon et al. (2007)'s concept of “divesting,” namely that manufacturers should assess the resource and divest the part with less value. Although this research focuses on the correlation between capability, MO, and LO, it also has something to do with resource management. In other words, as the organization establishes resource combination, it can accumulate and acquire resources by MO and use the LO for screening.

This study anaylzed how SMEs utilize cooperation with GPDCs and GMCs in the composition of the governance structure. Our results conform to related literature, which indicates that there is a direct connection between cooperative supplier relations and superior GPDCs and GMCs (Kotabe et al., 2003). SMEs conducting the development of both GPDCs and GMCs are inclined to attach more significance to partnerships in the governance structure. Our method conquers the typical defect in the analysis which relies on the vertical dyadic relationships (Paswan et al., 2017). The results indicate that a portfolio of various relationships is handled strategically and deliberately by SMEs, rather than single ones (Wagner and Johnson, 2004). We stress that GPDCs and GMCs are important in forming SMEs' autonomy and strategic selections when choosing the proper balance between diversified relationships (Helper and Sako, 1995). The results of this study are similar to research by Paswan et al. (2017). In the process of developing GDCs, Internationalized SMEs need to establish a relationship with partners by investing resources, top managers necessarily deal with different situations with different governance structures when making decisions in avoidance of opportunism in inter-firm partnership. Although important, contractual governance is not the exclusive type of governance structure adopted by SMSs. Neglecting other types of governance structure (i.e., relational governance) may be misleading in understanding SMEs' evolution and assessing their competitiveness. Nevertheless, among the different types of capability combinations in the study, except for Low GPDCs/GMCs, all the other capability combinations had a higher preference for relational governance than contractual governance. The possible reason for this is that the selected samples in our study are SMEs that have been internationalized. In the early stages of internationalization, SMEs may be likely to adopt contractual governance when it comes to export or joint venture, but as the operation of the international market tends to be stable, SMEs with mature and international experience have more emphasis on the maintenance and establishment of vertical and horizontal relationships (Dong et al., 2017; Rosenkranz and Wulf, 2019). Thereby, no matter the kind of capability combination, all prefer relational governance. This study also makes an original contribution to the literature on international marketing management. As argued by Mota and de Castro (2005), the majority of studies dealing with relationship portfolios can hardly be used to interpret the coevolution among capabilities and relationships over time.


Practical Implications

The managerial implications of this study largely relate to how LO and MO are associated with fostering and developing GDCs. MO focuses on processing both foreign market and competitor information, especially on consumers, emphasizing the creation of customer value. If SMEs can establish communication and contact channels with customers, such as through marketing, it can acquire ideas and thoughts on products and augment product functions or customer-preferred products. To collect intelligence from foreign markets and share them in the organization in a more effective manner, SMEs must have sufficient learning mechanisms in place to interpret them, such as learning orientation. This study suggests that managers should build a well-established learning culture, which can provide more understanding and insights from external knowledge and information. Hence, our results also suggest that managers should engage in maintaining and reinforcing MO and LO culture and that they should utilize foreign intelligence processes to drive the development of different capabilities such as GPDCs and GMCs.

Our research states that SMEs tend to choose different governance structures to strengthen their competitiveness in the different development phases of global dynamic capabilities. For internationalized SMEs, although choosing to use contractual governance can be conductive to lowering uncertainty and speculation, the single development and common development of GPDCs and GMCs still stress strengthening interactions with management partners and relational governance as the main direction. This result means that the top managers of SMEs are aware of the vicissitudes and uncertainties in the international market. Close vertical supplier relationships and horizontal enterprise competition and cooperation relationships, established through relational governance. contribute to overcoming various maladaptive situations when enterprises conduct operations overseas. Thus, this study suggests that top managers should first evaluate the capabilities of enterprises, make a suitable adjustment in the resource allocation of capability development, and do a mutual match of governance pattern through the principal development of different capabilities in GDCs rather than complete relational governance or contractual governance.



Limitations and Future Research

Previous studies on the antecedents of dynamic capabilities have mainly focused on the internal mechanism of an organization; very few have explored its external factors. In addition to the MO and LO discussed in this study, there are also many other important capabilities-building support activities, such as coordination, long-term relationship, and others.

Huge cultural diversities play a vital role in SMEs, as some SMEs included in this study are only based in one country, and the impact of cultural diversity was not considered. This study suggests that GPDCs and GMCs are key components of global dynamic capabilities. Therefore, future researchers are suggested to include SMEs of different countries in their studies to ensure the universality of research results.

In addition, GPDCs and GMCs are different in concept, and there is a tension between them. Due to the factors of theme and context, this study does not further explore this issue, nor does it discuss the possible research gap. Therefore, future studies could focus on this issue, undertaking a more in-depth exploration of whether there are intermediate variables (e.g., information systems between the two, or whether they may be affected by disturbance variables (e.g., environmental situational factors, short-and long-term factors, etc.).
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